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P R 1 1 1030Z JUL 74 
FM AMEMBASSY ROME 
TO SECSTATE WASHDC PRIORITY 5873 
INFO AMEMBASSY BERN 
AMEMBASSY BONN 
AMEMBASSY BRUSSELS 
USMISSION EC BRUSSELS 
AMEMBASSY THE HAGUE 
AMEMBASSY LONDON 
AMCONSUL MILAN 
AMCONSUL NAPLES 
AMEMBASSY OTTAWA 
USMISSION OECD PARIS 
AMEMBASSY PARIS 
AMEMBASSY SOTCKHOLM 
AMEMBASSY TOKYO 
TREASURY DEPARTMENT WASHDC 
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E.O. 11652: N/A 
TAGS: EFIN, IT 

SUBJECT: ITALIAN EXCHANGE MARKET DEVELOPMENTS 
PASS FRB 

1. SUMMARY. SINCE MID-JUNE BANK OF ITALY HAS CONTINUED 
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TO HAVE MODEST GAINS IN RESERVES FROM EXCHANGE MARKET 
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INTERVENTION AND LIRA HAS STRENGTHENED PROGRESSIVELY. 
ALTHOUGH BANK HAD OVERALL DEFICIT END OF JUNE DUE TO HEAVY 
LOSSES IN FIRST HALF OF MONTH, FIRST PART OF JULY SHOWS NET 
RECEIPTS. MONETARY MOVEMENTS DATA THROUGH FIRST 
5 1/2 MONTHS SHOW ADJUSTED BALANCE OF PAYMENTS 
DEFICIT OF 6.3 BILLION DOLLARS. END SUMMARY. 

2. HEAD OF BOI EXCHANGE OPERATIONS MARIO ERCOLANI TOLD ASSIS- 
TANT TREASATT JULY 10 THAT SINCE JUNE 14 BANK HAS CONTINUED 
TO MAKE MODEST NET PURCHASES OF FOREIGN EXCHANGE. HE 
EXPRESSED VIEW THAT THIS WAS RESULT OF G-10 ANNOUNCE- 
MENT ON GOLD ACCORD WHICH GAVE INITIAL IMPETUS AND THAT 
CONTINUATION OF POSITIVE DEVELOPMENTS WAS PRIMARILY DUE 

TO SUCCESS OF TIGHT CREDIT POLICY. TIGHT MONEY SITUATION 
IN ITALY WAS INDUCING ITALIANS TO REPATRIATE MONEY THEY 
HAD DEPOSITED ABROAD AND TO SEEK FOREIGN LOANS. IN SPITE 
OF NET GAINS OF FOREIGN EXCHANGE DURING LATTER HALF 
OF JUNE, HOWEVER, BOI POSITION WAS IN DEFICIT FOR MONTH 
OF JUNE DUE T HEAVY LOSSES EXPERIENCED DURING FIRST 
15 DAYS. 

3. ERCOLANI HAD JUST RETURNED FROM BASLE MEETING AND 
CLARIFIED THAT CENTRAL BANKERS "BAIL-OUT' 1 AGREEMENT FOR 
COMMERICAL BANKS IN FINANCIAL EXTREMIS.WHICH 

HAD RECEIVED COVERAGE IN ITALIAN PRESS AS WELL AS LONDON 
FINANCIAL TIMES, WAS NOT TO BE EXTENDED TO BANKS 
WHICH HAD MISMANAGED FUNDS AND PRECIPATED CRISIS THEM- 
SELVES. IN RESPONSE TO QUESTION REGARDING IMF EXPERTS 
VISIT TO ROME END OF JUNE, ERCOLANI COMMENTED THAT FUND 
OFFICIALS HAD EXPRESSED CONCERN ABOUT ITALIAN IMPORT 
DEPOSIT AND RESTRICTIONS ON FOREIGN EXCHANGE CONTROLS 
FOR TOURISM. ITALIAN RESPONSE TO THESE CRITICISMS 
HAD BEEN THAT MEASURES WERE NECESSARY IN VIEW OF 
SEVERITY OF ITALY'S ECONOMIC SITUATION. WHEN ASKED 
ABOUT PROSPECTS FOR EC CONSOLIDATION OF SHORT 
TERM CREDIT TO ITALY, HE OBSERVED THAT EC REALLY 
HAD NO CHOICE TO DO OTHERWISE SINCE PAYMENT IN 
SEPTEMBER OF ALMOST $2 BILLION WAS NOT POSSIBLE FOR ITALY. 
REFERRING TO COMMISSION PROPOSAL FOR COMMUNITY LOAN, HE 
ALSO NOTED THAT EC PARTNERS APPEARED TO BE DEVOTING 
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CONSIDERABLE EFFORT TO ARRANGE FINANCIAL RESCUE 
OPERATION FOR ITALY, WHICH IN FACT, ITALIANS HAVE NOT 
REQUESTED. 

4. PRELIMINARY DATA ON MONETARY MOVEMENTS FOR FIRST 
HALF OF JUNE SHOW DEFICIT OF $259 MILLION, OF WHICH 
FOREIGN EXCHANGE DECLINED $360 MILLION WHILE 
COMMERCIAL BANKS NET FOREIGN POSITION IMPROVED BY 
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$99 MILLION. DATA FOR FIRST FIVE AND ONE HALF MONTHS 
OF 1974 SHOW RECORDED DEFICIT OF $4,198 MILLION, BUT 
THERE WERE COMPENSATORY EURO-MARKET LOANS OF $2,150 
MILLION IN ADDITION, INDICATING UNDERLYING DEFICIT OF 
$6,348 MILLION. DEFICIT WAS FINANCED PRIMARILY BY DECLINE 
IN CONVERTIBLE CURRENCY HOLDINGS OF $1,270 MILLION, 
INCREASE IN MEDIUM AND LONG-TERM LIABILITIES OF 
$2,069 MILLION AND WORSENING IN NET FOREIGN POSITION 
OF COMMERCIAL BANKS OF $1,015 MILLION AND EURO-MARKET 
LOANS OF $2,150 MILLION. 

5. SINCE JUNE 14, LIRE HAS SHOWN STEADY STRENGTHENING 
OVERALL AGAINST BOTH DOLLAR AND EC CURRENCIES. ON 
JUNE 14. WEIGHTED AVERAGE DEPRECIATION WAS 18.73 
PERCENT (BOI INDEX) AND 23.83 PERCENT (24 ORE INDEX), 

AND ON JULY 10 IT WAS RESPECTIVELY 17.68 PERCENT AND 
22.03 PERCENT. VOLPE 
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